about cross-subsidization that is both unfair to captive ratepayers and is decidedly
anticompetitive. To the extent that any of these operations are paying less in
insurance premiums than would be the case on a stand alone basis, Ameritech
Michigan reaps an enormous competitive advantage. Second, such diversification,
especially into high risk operations, also increases the likelihood that Ameritech
and/or one of its subsidiaries may be the defendant in increasing levels of
litigation,

The customers of Ameritech Michigan cannot be totally insulated from the

financial risks associated even with operations housed in separate subsidiaries.

A catastrophic problem (or series of significant losses) that is devastating to the
financial health and/or continued viability of any separate affiliate or subsidiary,

may well affect more than just the shareholders of that separate affiliate no

matter what structural safeguards have been put into place. The cost of capital of

the local exchange company is established vicariously through the bond rating Wall
Street conveys to the parent holding company (in this case Ameritech). If one of
the unregulated Ameritech subsidiaries were to financially collapse or in some way
trigger a downgrade, it would simultaneously affect the regulated subsidiary and
their parent holding company and its cost of capital. That in turn would affect the
utility and the ratepayers who could be deprived of funds that otherwise might

have been received in the form of lower basic rates.

VIL. Lessons from Divestiture

® Residential customers are the last to see the benefits of deregulation.

® Safeguards must receive as much regulatory attention as entry authorization
into new markets.

® Dialing parity, permanent number portability solutions, and other practical

implication of the competitive checklist are key to any chance of local
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competition becoming a reality for residential customers.

¢ Regulators must vigorously monitor marketing and advertising to protect
consumers against deception and distortion.

® In addition to making price and service quality performance information publicly
available in a form that consumers can understand and use, regulators must be
aggressive in prevent and punishing deceptive and exploitive marketing practices.
¢ It cannot be overstated that competition will come unevenly for different .
customer classes and different parts of the state. This demands that regulators
give careful attention to and analysis of the facts of competitive analysis and not
propaganda.

® Regulators must reject LEC attempts to have the best of both worlds by their
insistence that they receive not only the privileges of competition but the benefits
of being a monopoly. That is precisely the goal of "rate rebalancing” and other
LEC gimmicks reminiscent of the divestiture myth of subsidized local rates.

® Regulators must eliminate unfair monopoly revenue streams before entry into
new markets is allowed.

® Only regulators can play the needed role of consumer education in gathering,
reviewing and making publicly available information residential consumers need in
order to perform intelligently in any competitive markets that may emerge. That
includes information about price and service quality performance.

® Competitive market forces do not develop overnight and residential customer
needs are the most inelastic and least likely to benefit from competition in the
short run. In the absence of such market forces, government protections are
essential, They must be removed only when, and only to the extent that effective
competitive market forces can take their place.

® Whether the benefits of competition are ever realized by residential consumers
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depends in very large part on how vigorously regulators play their rightful role

during this time of transition to ensure that safeguards receive as much attention

as entry into new markets.
VIIL. Conclusion

Ameritech Michigan would have us look at the competitive analysis as if it were an
aerial photograph of the state with Ameritech Michigan’s market in one solid color. By
Ameritech Michigan’'s reasoning, as soon as one downward glance revealed even the
tiniest speck of a different company’s color in that market, Ameritech Michigan had
demonstrated that it is in a competitive local market. That approach is unsupported by
the language, purpose or history of Sec. 271.

MCF urges the Commission to conclude that:

® The local telephone market in Michigan is not competitive; the bottleneck has not yet
been eliminated and long distance entry at this time is premature.

¢ Holding out long distance entry authority as the incentive for breaking up the
bottleneck is essential.

® Regulators have the continued responsibility to ensure that the needs of local
residential consumers are paramount; they must not be sacrificed for the theoretical
benefit of long distance customers.

® The incentive of long distance entry authority is the only practical incentive for
Ameritech Michigan to provide adequate service quality, and to invest in the network in

® At present, the potential benefits of increased long distance competition as a result of
Ameritech Michigan entry do not exceed the risks.

® Accounting and safeguard rules must be put in place with adequate resources and
commitment to enforcement.

¢ The Commission must assume its vital consumer education responsibilities as stimulus
of competition,
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Respectfully submitted,

F.OReilly
Counse) for Michigan Consumer Federation
414 "A" St., Southeast

Washington, D.C. 20003
(202) 543-5088

Dated: February 6, 1997
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ATTACHMENT A
Background on Utility Insurance Practices

At the time of divestiture the new RBOCs continued to
function as previously under the old Bell system, with a high
degree of insulation from the types and extent of liability
exposure and insurance headaches that are routine in the
competitive marketplace. In some instances tariffs, for
example, sharply limited the extent of liability the phone
company faced from subscribers to its Yellow Pages, even for
egregiously inaccurate or negligently misplaced adds that
resulted in extensive and documentable damages. In other
instances, standard consumer protection and mini-FTC statutes
typically enacted in the 1970‘s, routinely included exemptions
for the activities of common carriers and utilities.

As a result, standard legal recourse were foreclosed that
consumers otherwise could seek when victimized by false
adverting, breach of contract, etc. Such forms of liability
insulation were justified by the same overriding public interest
principles that were the underpinning of the many invaluable
advantages a government-sanctioned monopoly enjoys in exchange
for its carrier of last resort and other monopoly
responsibilities. Insulation from liability also furthered
administrative efficiency so that there would not be duplication
of effort between the regulatory commission and other agencies or
departments with consumer protection jurisdiction. With
deregulation and the emergence of competition, that luxury of

being insulated from the same liability exposure faced by their



minimize unauthorized access. With respect to its security alarm
business, it is not unthinkable that litigation may arise with
the allegation that valuable items were stolen as a result of
nonperforming security alarms, etc.

Ameritech Michigan has a profusion of high risk operations
at the same time it has historically been insulated from the same
liability exposures and risk management considerations as
traditional businesses face. In light of the very real spillover
effect to captive ratepayers this presents, it is the
responsibility of regulators to ascertain the extent of that risk

and ensure that it is being minimized.



Before One-Time Items Increases 10%

By Lesiig Caurey
Siaff Reporter of THE WarLL BTREXT JounnaL

Ameritech Corp.’s fourth-quarter net
income climbed 3% as earnings belore
one-lime adjustments increased 10%, bo!-
stered by strong demand (or wireless serv-
ices, enhanced phone offerings Such as
Call Waijting and basic telephone
hookups.

Profit for the Chicago-based regional
phone company rose to $570 million, or
$1.0¢ a share, (rom the year-before $413
milion, or 74 cents a share. Before special
items, earnings increased to $552 miltlon,
or $1 a share, from $501 mlilion, or 90 cents
a share, in the 1995 period. Revenue ad-
vanced 10% to $3.88 billlon from $3.53
billion.

During the 1996 quarter, Amerilech
recorded an after-tax gain of $18 million, or
four cents a share, related to the sale of
its interest in a céllular telephone company
in Poland. The 995 fourth quarter included
an after-tax charge of $38 million, or
16 cents & share, lor work-force reductions
and related actions.

For the year, Ameritech said earnings

before one-time adjustments increased
12% t0 $2.12 biilion, or §3.83 a share, from
$1.89 billion. or $3.41 & share. in 1995
Revenue increased 11% to $14.92 billion
from $13.43 blliton. Results in 1995 inciuded
an after-tax gain of $79 million, or 14 cents
a share, related to lump-sum pension
payments, as well 25 2 one-time gain of 341
million, or eight cents a share, relating to
the exchange of minority interests in cellu-
lar partnerships.
Ameritech has bdeen spending heavily
to build cable-TV systems throughout its
Midwest service territory; beef up Its
security-monitoring business, and prepare
“for entry Int the $70 billlon long-distance
market. The Bell has also continued to
pour millions into promotions for its wire-
less, enhanced and basic services, trans-
lating into fat operating expenses for the
quarter and the year. Analysts said those
expenses jumped nearly 10% in the fourth
quarter, once restructuring charges were
removed, and almost 13% for the year.

Anulysts sald the spending appears to
be paying ofl. Ssles of enhanced services,
such as Caller ID, and paging customers
have increased sharply. Year-over-yeasr
growth in regular phone llnes, a bench-
mark of & Bell's fiscal health. grew
3.4%. "They've done a very good job
of stimulating demand for new services.”
noted anslyst Frank Governali of Credit
Sulsse First Boston Corp.

Ameritech recently became the [irs
Bell to ask the Federal] Communications
Commission for permission to enter the
long-distance business and aims to begin
selling those services by midyear in Michi-

::n. Most ¥ : Ameritech will
be su the federal
' show

rgrmmnm. a5 required under new
elecommunications rules adopied by Con-
gress last year.

Bul execulives at other Bells sai0
Ameritech's move will force the FCC to
define more clearly its criteria for letting
the Bells into long-distance. A Clearer
definition would work 10 the benefit of a1l
the Bells, they said. Others have said

sl IS S0 § y

%gmxummmzdummm
e FCC has %0 days to issue a ruling

on Ameritch’s request.

>
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Andupmisin

KRNNETH 5. MILLARD b etleghed
Oetrolt, Mighigen 48328
Pigvidens and ow Executive Olfer mons 3182237170

Sopteaber 19, 1991

Detroit, MI 48202

A bill that's oritical to the economic vitality of our steto is now before tho
Michigan Senate. It's supportod by « diverse, rapidly growing list of

~ organizations and leaders from around the stato induding the
Michigan State Chambor of Commerce and the Tslephone Assoclation of

Mlﬁs!zan‘ T hope we can count on backing as
wall,

By modoraizing the state’s 78-yonr-old telecomimnunications law '
Subatitute Senate Bil} 124 would holp Michigan by stimulating the faster
introduction of new products and esrvices, loworing long distance rates.
creating 150,000 new jobs in the next docade and mainiaining

rensonably priced, high qualily phono service.

To givo you more insight into the bill, I've attachod « two-page nows
article written by the Gongwer News Servics in Lansing on the Jatest
version of the bill. Also enclosed is a one-pago swuomary which our

analysts have preparsd.

As it true with any pioos of Jegisiation, Substitute Sonato Bill 124 has
froup- with opposing viewpoints, Most of this uppuuition, we beliove, {s

nappropriste -- favoring tho status quo of rogulation for companies like
Miskigau Doll and virtually unfettered frocdem for our hundrods of
-competitors,



U iehrransy™

They don’t care.
They don’t have to.
They’re . ..

THE PHONE COMPANY.

By Lawrence Budd

In 1987, regulators found that Ameritech
had billed customers some $2 million for
expenses like airline tickets and corpo-
rate contributions . .. Could this be a pre-
view of things to come? Does Ameritech
have your number?
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Many worry that with relaxed reguia-
tion and no legitimate competition, Ma
Bell's aggressive successor may over-
charge customers, skimp on invest-
ments and crush competitors looking
for a place on the electronic frontier.

meritech s holding your keys
to the information superhigh-
\\'.'\y

Since its creation 10 years ago in
the government's break-up of the
world’s  largest corporation,  thes
Chicago-based multinational corpora-
tien has gradually adjusted its focus
from customers and scevice to the bot-
tom hine and monopoly profits In the
conming decade, Amentech will con-
tnue to control the lines providing
you with plain, old phone service and
connecing you with a booming
plethora of services available in cybor-
space, the virtual frontier of the 215t
Century. With relaxed regulation and
no legitimate competition, CXPOerts
worry Ma Bell's aggressive successa
will overcharge customers, skimp on
mnvestments i Ohio's telecommuani-
cations hardware and crush competi-
tors stnving tor a picce of Qhio's
telecommunmcations frontier

Regudator Ashley Brown held a
high opiuan of Ohio Bell 1 the carly
1950« 1 was st the Cleveland-based
arm ol Amencan Telephone &
T\'h'gmph, one of the most powerful
corporations in the world. the pubhic-
utibity equivalent of a benevolent dic-
talor

"Thc_\' were shick Thv} Kknow
what thoy wanted 1o do, b they
were (cl.)ln'cly up-front” smd Brown,
A commussioner of the Pubhic Utihties
Comnussion of Ono for 10 vears
beginning in 1983, the year before the
AT&T breakup

The 1995 Kiphnger Report

Then Ohio Bell becane past of the
Ameritech Corpand, Brown says, the
company’s executives “became less
and loss trustworthy They began to
use puwer i ugly ways”

“They told us what they thought
we needed to know to do what they
wanted us to do,” sad Brown, now
doing  utility policy work at the
Kennedy School of Government at
Harvard University

“They became Joss and foss con-
cerned with Jacal concerne and more
and more interested i what the cor-
porate muckety-mucks i Chicago
sad. Somctimes they were just {lat
dishonest.”

The shift from warm-and-fuzzy
Ma Bell to the cost-cutting aggressive
ness of Amweritech has gesulted in
proorer servige, but a fatter prnm mae-
pin I fact, Amcntech now takes
preide in billing itself as “the most ¢fh-
cient” Baby Bell
Amcenitech, swhich a!r\-\xd’v has stashed
10 percent of ws emplovecs, squecses
more work out of emplovecs wha
have survived the lavoils

“Ohia Hell was k.mn\ nfar provid-

Brown xand

L other words,

mp quality serviee
“Ameritech came to measure progress
by how many people they fired Tha
was therr vieaw of human progress ”
Brown's CAPUnChCes with
Amentech, the l1lm)u;’t\1)' Provider of
telephone service to moat Ohioans.,
jibe with the indings of a mine-maonth
mvestigation focusing on the Qhue

phonc fﬁlll}ﬁﬂll)"S OPL‘I.\HOHS

Llawrence Budd is a
Cleveland native who
received his BA from
Bowling Green University
He was a copy aide for
The Washington Post and
a reporter for several West
Texas dailies. Most recent-
ly. he worked with the
Elyric (Ohio) Chronicle-
Telegram where he won
awards for his investigative
reporting. This piece
appeared in g different
form in the Columbus
Guardian. Lawrence can
be reached at
102741.3475@CompuServe
.com.

©1995 Lawrence Budd
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Among the findings:

1 In onc scgulator’s words,
Ameritech’s response to customer
calls has gone “in the toilet” For the
past two years, some Chio customers
have had to wait hours, days, even
weeks for Amentech to answer cus-
tomer calls — cven though 1t is
required by law to answer nine of 10
calts in 20 seconds The PUCQ, which
fined the corporation 530,000 early
this year for failing to answer its
phones, recently settled with the com-
pany after a full-blown investigation
found a general detenioration in
Amcritech’s service. The company
agreed to more than $230,000 in cred-
its 10 customers and pronused to
mvest $31 million. Ameritech also
faces up t0 $690,000 in fincs by the end
of the year, unless it meets state stan-
dards for repairs and installations —
and answering customer calls.

2. Despite state and federal regula-
tions, Ameritech has not only charged
customers n the five-state region
higher and higher rates. but also for
expenses wliuch should have been
paid by the company or its stockhold-
crs, such as $30 million for unused
office space at corporate headquarters
in Chicago and air fare to Dublin,
freland. To settle its most recent run-
1 wath goverament auditors, it agreed
in July 1o pay $675,000 and “make seri-
ous and substantive changes” to its
bookkeeping

3 Last year, Ameritech hired away
a key Ohio regulator at the height of
the case that would st the ground
rules for relaning regulation of phone
sorvice in Columbue, Cleseland and
the rest of the company’s territorics in
Ohiy The enmplover, who at publc
erypense developed a nanonal reputa-
ton, sat useless in PUCO offices and
collected about $10.000 1n salary from
the state, while Ameritech and an
upstart competitor conducted a bid-
ding war for his services

4 1n 1988, Amentech representa-
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tives dominated political machina-
tions that led 1o the passage of the
state law that allowed the company to
take the first steps toward deregula-
tion in January Originally called “the
most difficult and controversial bl
that we will deal with” by a key legis-
lator, a compromise wversion was
passed in three days by a lame-duck
scssion of the Ohic Legisiature A pro-
vision of the bill giving Ameritech
“veto power” compromised negotia-
tions in the January casc, while anoth-
er granting it an “exclusive franchise”
in s territories has slowed the
progress of aspiring competitors

What doces this mean to you, the
customer with littic choice? A monop-
oly without competition or strict regu-
Iation naturally charges more for its
products, while providing fewer
options. It is less likely to invest in
new technologies, until it has
squeezed the last dime of value from
cxisting  equipment  Rather than
improving the product, the company
can reinvest its monopoly profits in an
advertising blitz or overseas ventures
You may find yourself stecring along
the mformation superhighway in an
overpriced, technological Edsel And
service, an Ohio Bell tradition, could
become a victim of the bottom-line
mentality at Ameritech.

Ameritech Puts Ohio
Customers On Hold

I Dick Buttersvorth needed
when he called Amentech in
December 1994 was the rou-
tine relocation of two telephone hines,
including one for his wife's home
officc. He left a message and waited
for acall back. He waited, and waned,
and waited
"l was a  shocker,”  sand
Butterworth, a long-time custosner
used to quick responses
It wasn’t as if Butterworth had
called a private company expected 1o

L ]

h

Amerit

cut costs to maximize its bottom hoe
By Qhuo law, an Ameritech employec
has to answer 90 percent of custonw
calls in 20 seconds

“I waited. | figured someone was
going to call” smid Butterworth,
Columbus man oversecing the adds.
tion of a room to his Columbus home
“They neverdid ™

Two weceks later, Butterworth
calied and was put on hold agan iy
hung up, but called back carly the next
morning determined to speak with o
homan being  and  reached  an
Ameritech representative who schad-
uled the work. Eventually, both Lines
wore relocated and hus wife was able
to get work done for her emplayar -
Amcritech. Butterworth's case was
hardly an exception.

or two years ending i early
1995, Ohio’s largest phone com-
pany failed more often than o
met mimmum quahity standards fon
answering customer calls, affecting
millions of customers. Amweritech Vg
President James South dismissed the
service problems as “bumps in the
road 7 It was more like a complew
breakdown. And the service problems
continued — and multiplied - later in
the year
I three of the four months ending,
1994, Amcritech failled to answa
abaut halt - or 1.2 million - of its calls,
in the required time. The statistios,
kept by Ameritech, would have boen
cven more damning, eacept the com-
pany counted among 15 successes
callers who hung up before a company
representative came on the line
From April 1994 to Apni 1995, 518
Ameritech custamers were hicked
\'l\\'\l)_;l\ 1o pick up the phonc again
and complam to the PUCO  “Ttwa
1,000-50ld increase for us,” sawd Rih
Reese, who works i the PUCO pubiii
intezest conter which bhandied the
complunts (Fhs first experience wth
Ameritech’s poor service wWas ds a s
tomier forced to hold for long periods
on several occasions belare arranging

The 1995 Kiphnger Repor®



Lawrence Budd

to have a second phone hine installed
tor his home computer.)

for more than a year, while nego-
tating with Ameritech over relaxing
regulation rules, the PUCQ tried to
convince the company to meet the
standards without taking any formal
action In lalc 1994, the commission
again asked the company to comply
Amvritech countered with a request
for a four-month waiver

Amentech, its response time “lit-
erally in the toilet,” according to
PUCO comphiance manager Michacl
Wuiss, had the chutzpab te push the
cnvelope furthes, to ask the commus-
sion not only to allow, but sanction,
another fouwr months of substandard
SCTVice

“For us, that was the last straw,”
Weiss said.

he reason for the terrible service:

Amcritech cut almost 7,000

warkers ain 199395, including
many customer seevice representa-
tuves who took an carly retirement
buy-out At the same time, the com-
pany switched computer systems,
requiring even the most expert repre-
sentatives to lcave customer service
rhonus for hours of training

Weiss and the PUCO were not
amused. "R was the custowner suffer-
ing here,” be said. “Amesitech had all
the capabilities to plan this conver-
sion.”’

The PUCO nvestigated  and
found Ameritech bad violated basic
. service standards The PUCO could
have fined Amernstech, which reported
$12.5 bilbon in revenues last year,
SLOOG a day, or about $300,000. But
the PUCO fined the companv only
<30.000, provided it met state stan-
dards by March 1995

"l sounds Like a drapan the buck-
er,” smd Lyn Galh, a Hithard, Ohie,
housewite who complained to the
PUCQO. She waited three dnys o
change the security code on her long-
distance service after respunding to a
company flicr explaining how sumply
she could make the change

The 1995 Kivinger Report

(S

Weise  acknowledged  $30,000
lacked any financial sting In a week,
Ameritech’s chairman earns as much
in salary and bonus - not including
stock options and other compensation

“The punitive damage 15 the bad
press,” Weiss said. “That's what they
don’t want.” But the bad press was

mimimal. The compussion did not
announce what Weiss called an
“unprecedented  action ” The

Cotumbis Dispatch ran a short, superfi-
cial story on an inside page There was
little coverage elsewhere in the state

merntech officials downplayed

the entire cpisode, chatking it

up to the company’s push to
upgrade its technology Vice President
Smith likened the problem te building
a new highway “Traflic slows down
But when the orange barrels go down,
cverybody's happy.” In fact, the com-
pany has cut spending on technology,
while upping its advertising budget

For a few months, Ameritech
managed to answer its customer ser-
vice phones. But in August, the PUCO
began  another  mmveshgation  of
Amecritech’s shoddy service. after
finding the company was not only fail-
g to answer its phones, but nussing
repair and anstallation appointments
and sigiming up customers for services
they never ordered.

Ameritech offered to lire 500
workers and spend $41 nilhon to cor-
rect the problems In October, the com-
pany and the PUCO reached a scttie-
ment. Ameritech agreed to offer $5
credits to 51,000 customers who were
without phone service more than three
days and $45 credits to 370 people left
out of the phone baok The company
also faces up to S690,000 in fines,
unless 1t meets state standards by the
end of the year

The PUCO’s Weiss proved 1o be
psychic. Asked i varly 1995f he was
concerned  service problems pught
persist, be said, "It could very easily
come up again”

And the enforcement strategy
taken by the PUCQO, a shding scale of

fines based on returning to comnph

ance by January 1996, suggests conton

utng suspicions that Ameratech mut
otherwise continue to jot customes ~o

vice slide After all, what chowe do
custamers have?

Have You Financed
Ameritech Ventures in New
Zealand and China?

or years, regulators and con
sumer advocates have fownt
instances of Ameritech posans
on to you and other customers exprors
os that should have been covered In
the company or its stockholdeis
“H ot weren't legal, it woukd b
called moncey laundering in any athe
context.” said Kathleen O Reifly aven
sumer attorney involved in the towt
management audits attempting o
spot the accounting shenanigaos
By slufting costs 10 the local pho
company and profits to subsiditee
beyond a regulator’'s  full
Amvritech and other Baby Bells conld
subsidize foreign investments in Now
Zealand or Ching, or speculative Lon!
deals hike the now-bankrupt mullinl
Lion dollar plan by acteess b
Basinger to develop a tiny town
Ceorgia (In fact, pension-plan fun.d-
whuch are factored into your phin
rates, woere used to underwrite tin.
loser.)

Vg,

In July, the P!
Commumications Commussion ol
Qiuo  and  Wisconsin  tegulabor

reached a deal with Ameritech, endin
a twoeycar wait for finduys ot o
audit of 1992 trapsactions between *hn
Jocal phone companies and Anweet b
Services, which provides suppu! ~o
viees to Amentech's local phone oo
QOlio, Hhnois,
Wisconsin and Michigan. Ameid b
agreed to pay $375,000 to the b w
govecnment, $200,000 to Oheo oot
S100.000 10 Wisconsin and make -
ou~ and substantive changes”™ it
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bookheeping In exchange. the regula-
tors agreed not to take furlher enforce-
ment action against the company.
Often unable to follow the paper
tranl required by the FCC rules, regula-
tors were forced to rely on interviews
with Ameritech officials. Still they
found Ameritech  Scervices  had
improperly billed the local phone
companies. ASl had leased unused
office space at Ameritech’s corporate
headquarters in Chicage — a $30 mil-
hon expense to you and other cus-
tomers Phone
company
employces  were
transferred to
ASL which audi-
tors said could g
have a “signifi- &
cant mpact” on
the  portion  of
cployee  costs
included an your
phone rates

et RY

meritech insists it complies
with rigorous state and federal
bookkeeping regulations.
However, a February 1993 report by
the General Accounting Office found
the FCC lacked enough auditors to
ensure that phone companies follow
the rules. s 14 auditors could cover
all seven Baby Bells only every 18
years, while foederal laws allowed no
prnalties after five years - and
Congress plans to cat S40 million and
150 FCC workers over the nest ycar.
Those audits handled by FCC
auditors found $300 million i ques-
tionable charges, the GAQ found
Double-checking work done by pri-
vate accounting firms, the FCC found
another ST nulbon in mistakes Even
with maore auditors, “We can't do 100-
said Ken Moran,
vhicl of the FCC's management auchit
divicion
I 1987, repulators from Qhio,
Wisconsin, Michigan, and Indiana,
found Amertech Servives had billed
customers about S2 nulhon for expens-

purcent assurance,”

a4

es ancluding: air fare to Dublin,
Ireland, for a trade show, a contribu-
tion to the National Urban League, a
company exhibit at the Pan Am
Games, golf tees, a bar tab and gifts
such as pens, umbrellas, polo shirts
and  orientation  tapes  about
Ameritech’s Chicago headquarters.
Their interest piqued, Wisconsin
regulators returned in 1988 and found
$33.6 million in questionable expenses
between Ameritech’s corporate head-
quarters and its subsidiaries: $13 mil.

uestionable expenses

between Ameritech’s cor-
porate headquarters and
its subsidiaries.

lion for advertising, $8 million for
salaries and wages and almost $1 mil-

lion for its fleet of French jets and

hangars.

And in 1993, before the FCC went
public with the most recent audit,
Hlinois regulators found Ameritech
charged almost $79 mullion in improp-
er expenses 1o local customers there.

Even the most expert regulators
acknowledge it's virtually impossibic
to spot all the questionable expendi-
tures an the pages of financial data
describing  transactions between a
Baby Bell’s numerous regulated and
non-regulated subsidiaries. “It's like
finding a needle in a haystack,” said
Jose Radriguez, the FCC's chief auds-
tor

Some say these audits barcly
scraped the surface Eachier this year, a
New York telecommunications analyst
produced a report estimating the Baby
Bells had overcharged customers by
75 bithon since the AT&T break-up in
1984

In five reports spanning 1,000
pages, analyst Bruce Kushnick esti-
mates Ameritech and its siblings, sup-

L

Ameritech

poscdiy held 1o fan profits thioagh
regulated rates, could have grownanto
SOoMe of Amenica’s most profitable
campanies only by overcharging, lucal
customers  Kushmick's report more
thar doubles a Consumer Federation
of Amernica report accusing the Baby
Bells of 530 mithon in overcharges

Oan the cantrary, says Ameritech
Vice President Snuth, the compam
has actually repaorted alass in the past
two years “Regulators have looked at
the camnings and deaided they are

approprate ”

A Star Regulator Uses
the Revolving Door at
the Worst Possible
Moment

or years, Kurt Wesolck had
considered  leaving  th,

PUCQO for a more lucrative

job with a telephone company. He had
a wife and young daughter to provide
for and a lughly marketable and spo-
cialized expertise be bad developed
while on the state payroll. He chaued
a regronal panel of segulators created
1o maonitor Ameritech and was nation
ally recognized as an eapert in long,
distance access ssues, which are hey
1o the ongoing relaxation of wsul.{
tions that, singe thor creation, bl
barred the Baby Bells from offenny,
long-distance service
One  superviso
Woesolek as a “star 7 Another remeny
bered hum as a hey member of the
comnussion’s team of regulators eval
uating Ameritech's proposal to switch
fromv tradational rate-based egulation
to an alternative form piving, the cam
pany the tfreedom to carn unlinuted

refenied o

profits i some areas, while freczimy
rates i others Sotwas espeaialty
feult when Wesoleh revealed 1o thy
PUCO 1n June 1994, a year into th
deregulation negohiations, that he was.
talking with Ameritech about a job
"He was pulled from everything

The 1005 Kinknger Report



Lowren udd

he was working on.” said Kerry
Stioup, the PUCO's telecommunica-
tons chief “It was frustrating for me.
1 relied on Kurt for his expertise

bout 20 companics and special

mterests, from the American

Association of Retired Persons
to the Legal Aid Socicty of Dayton,
were involved in the case. Wesolek
had wnitten several pages of the staff
report - Before announcing tus job
hunting, he had been scheduled to tes-
tify for the state - against Amenitech.

“He heft nmwe s the Jurch We were
i the position of having to do a Jot of
catch-up.” Stroup sad. While his co-
workers scrambled to learn his spe-
cialty, Wesolek sat in commission
offices, serving only as a resource for
his last-minute replacements

“This was the biggest case we'd
had in several years. This happened at
the most mopportune time,” S(roup
said. “Wheoether Ameritech did this for
some devious corparate strategy,
can't say | can’t stop and thunk about
i

Wesolek, a $20/bour employce,
was pad about $10.000. The wait was
oxtended, when Tune
pony wanting a picce of the Ohio mar-
ket, entered the bidding for Wesolek
“He was in the enviable position of
playing one entity off agamst the
other,” Stroup said.

In September 1994, Wesolek went
to work for Amentech. Under state
law, Wesolek is prohibited  from
‘appearing before or filng any docu-
ments with the PUCO for one year
However, nothing  would  have
stopped hum from immediately work-
g behind the scenes against his for-
nes ompln)'crs and the interests of the
telephone customers of Qluo

Wesalek told tus PUCO superye-
sors b had been approached by
Anmcritech Ohio law prohibited him

arner, a com-

tromv talkang to them first However,
several PUCO ofticials said he had
been shopping the telephone compa-
nies for jobs for several years.
Amentech officials say they're
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site they approached him. Wesolek,
who commutes on weekends between
Amvritech’s Chicago  headquarlers
and his Columbus home, isn't talking,
about it Reached by telephone, he
smd “V'm 100 busy 1o go nto depth
right now.” He agreed to later do an
interview, but never honored this
agrcrmom

The Ohie Ethics Commission, the
government imstitution charged with
reviewing ethical questions mvolving
commission employees, never looked
at Wesolek's case It was handled
internally. “There was no case This
happens every day,” sad Steve
Notirse, an altorncy 1 a section of the
Attorney Genceral's Office serving the
PUCO.

o an extent, Noursc 1s right Jon
F Kelly, a senior Ameritech
attorney, sat on the regulatory
commission from 1981 to 1953. And at
least four other former conunissionery
or staffers represented industry inter-
ests in the Ameritech dercgulation
case
But Ronmie Fergus, Wesolek's boss
and telecommunications chief before
her appointmient Lo the commission in
carly 1995, smd Wesalek was only the
second employce to resign from her
staff
Some experts take a harsh view of
such cases and the inadequacy af
“revolving door” laws supposed to
protect the public interest “It's god
awful” sard Nicholas Johnson, a for-
mer FCC commissioner now !cnching
at the University of lowa law school.
“It gives a bad perception as well as a
bad reality  Perception 1s often more
important than reahity
Thas fall, Wesolek sl be free to
represent. Ameritech as the PUCQ
wrestles with rules governimg compe-
hbon and other hot elecommunica-
tions issue< This tone, he will be tak-
ing the company’s side. potentially
opposing the mterests of Ohio con-
sumers.
Wesolek once aspired to politics.
Perhaps he will somcday hold an

clected office in Columbus, mach e
a former Ohio Bell employec, Dean
Conley, the Ohio representatine whe
sponsored  the state telecommun o
twons deregulation bill in the Ohae
House of Representatives

How Ameritech Used
political influence to Legalize
Its Interests

ince leaving his b at Ohio Bolt,

Dean Condey had become an

influential state Jegislator and
chairman of the House Ways and
Mcans Comnultee. At one time, In
was touted as the next Ohio Houee
Speaker. Conley was in the perte
position in 1987 when company topic
sentatives and Thomas Chema, the
ambitious chairman of the PUCOH
asked him to sponsor Ohio's tohe
phone deregulation bill and shephend
it through the House

Jackie Bracken, a lobbyist kn th
Ohio Consumers Counsel at the e,
said she found a national pattera o
Baby Bells cultivating employees i
different states to push Jegwlation
favoning the companies’ deregulation
bids Conley said lus was a poersonal
choice. Asked why the compam
approached lum, rather than Hoo o
Utilities Chairman Frank Sawyer e
said, “J used to carry a lot of real ditir
cult assues” Sawyci's wife ot
warked for another Wlephone compa
ny

Across the nation, states woene
deregulating telephone service, a ks
plank of the still vital Reagan phv
form Nonetheless, other telephon.
companies, long-distance carners and
comsunmer advocates were skqvh(.xl e
the anginal bill pushed by Avenine !,
representatives at Qhio Bell.

“There were a lot of differena e o
the bill,” Conley simd The Legelatan
was alse heading into an clechon e

After a couple of committee heas
ings. the bill officially languished 10
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18 months. Behind the scenes, Chema,
who later headed the Gateway Corp.
in Cleveland, and Ameritech dominat-
ed private negotiations that resulted in
a compromise version giving the
PUCO broad powers to deregulate
markets and including provisions that
satisfied several of the bill's detractors

The compromisc version resur-
faced in mid-November 1986, after the
general election had scaled the fate of
Qhio's  117th  General
Assembly, for better or for
worse. To this day, Conley,
now a lobbyist, and Sen.
Richard Finan, who spon-
sored the Senate version,
insist the bili received a full
public auning. But state
records  show  rewritten
versians of the bill Sawyer
descnbed as “the most dif-
ficult and controversial bill
that we will deal with n
this session,” were
approved by the Housc
and Senate n three days

Ohio Consumers
Counsel William Spratley
led o frantic counterattack,
barnstornung across the stale to urge
newspaper editors to oppose the bill
on their opmion pages and blasting it
and 1ts supporters at the Statchouse
itself

pratley next appealed to Gov

Richard Celeste for a private

mecting He had been one of the
rovernor's favontes In April 1987,
Celeste presented Spraticy with a spe-
cial award duning a celebration of the
10th Anmiversacy of the Office of
Consumers Counsel. which Spratley
had opened

“AlL Ohigans can take pridein the
work of Bili Spratiey an feadwy, QCC
through s first 10 years,” Celeste
~and

ut in December 1988, Celeste
chose to sely on Chema's judg-
ment and signed the bill “They
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rammad it through,” said Spratley,
who  Jater resigned  after  the
Legislature, stinging from his attacks,
threatened to gut the OCC's budget

Celeste  was  convinced by
Chema's explanation that Ohio would
otherwise fall behind other states, said
Pari Sabcety, Celeste’s chief gubernato-
nial aide and now tus partner in a con-
sulting firm

“To compete, we had to keep up,”

A lmost seven years after
Ihe@hlo telephone deregu-
ill, Sen. Finan still
gets riled at suggestions
that Ameritech contribu-
tions to legisiators’ cam-
paigns resulted in special
favors.

Sabety said, denying Ameritech lobby-
ists influenced the decision.

To promote this bill, Ameritech,
still known in the state as Ohio Bell,
paid ninc lobbyists And from 1986 to
1988, it dumped about $44,000 into a
campaign  fund  managed by
Democratic leaders an the House and
Scnate. Finan and other legislative
leaders were slammed in a series of
arlicles in the Akron Beacon-Journal
detailing how Ohio Bell employee
contributions wound up supporting
campaigns halfsvay across the state
Ameritech later set up a political
action committee which legally fun-
nels employee contnbutions 1o key
legistators

In the past four years, Ameritech’s
federal polihical action committee has
made mare than $1 million in dona-
tions to Congressional campaigns.
Not surprisingly, the House and
Senate passed bills this year that

Ameritech

would alloww Amernitech and the other
Baby Bells into long distance, cable TV
and manufactunng - arcas forbaddin
since the AT&T break-up - despite
warhings from skepies, including
President Chinton, who cautioned
against giving the phone companies
too much power. Still, a compromise
version written by a joint congression-
al comnuttee v eapucted to become
law this {all

Ameritech vice pres-
ident Smith defended
his company’s agygee--
sive and expensivy
Jobbymg and  cam-
pagn  contribubion-

Ae have more work
to do,” he said

In 1988, Ohio e~
Iators were gearing up
for up(omins cley:
uons and welcoming
contributions  from
wealthy special anter -
onts, such s
Amenitech Chema's
mterest in passing thye
bill s less clearly selt-
ish, although a law
firm i which he was a partner contin
ues to collect fees o represent an
Amcritech aftiliate before the PUCO

Almost seven years after the Ol
telephone decegulation bill, Sen Fraan
still gets riled at suggestions that
Ameritech contributions to legrsiator
campaigns resulted i special favor
"I we're gomyg to talk about campaign
comnlmh(ms, the  conversahion's
over,” he sad.

Finan also bristled a1 the sugge
tion that the Ohio Legislature did o
shoddy job v ats haste " That bull did
as much as it could do considering the
pulitical chmate at that tane,” e sond

But critics sav the bl bolster-
Amcentech’s position Competitor
point to 2 clouse proy wling Ameritec)
and other Olue phone compames an
“eaclusive franchise,” wherever the
have been daing business Although
Ameritech has waived the provision,
companies such as Time warner an
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worried it may be used to unfair
advantage in future negotiations.

And ansiders say Amenitech
wiclded a “velo power” provision -
crticized an 198§ by Spraticy and
declared unconstitutions) in Utah - as
a powerful hammer in negotiations
encing early this year that relaxed reg-
ulations in Ameritech  territories
Snuth called the veto puwer provision
“a <check and balance 1 the system ™
But athers who negotiated with the
cnmpan_\' .\ﬂy 14 \\'Ullld ULV
have relented to dropping
basic rates, except fur 592
mithion at had been cauglu
overcharging customers in
1992-93

Untsl  the
changed, Ameritech
operate more frecly, making
profits without Limits for
some services and charging
you and other customers
the upper end of price-
capped rates foe others. It
could be years before come-
petitoes can get m the ring
with Amveritech, forcing it to
fower rates

law s
can

The Prospects for
Compelition

s a key assistant to PUCO
chairman Chema, Barth Royer
took partin the private negolr-
ations that fed to the 1988 deregulation
il Today Rover works as an atorney
for MCL Metro, a subsidiary of e
nation’s second-largest Jong-distance
company, which wants to compete
with Amentech for local phone cus-
tners
He savs the hngerning problems
with the knw and the PUCOY < decrsion
o orelay regulations before there was
\'(’”‘p\'““(lll have h.’ll"?i(fllﬂ;_: ]HN CUyY-
pany’s ability o effer Olwoans phone
service at Josver raten

“You give Ameritech the best of

he 1995 Kiplinger Report

bath worlds. You are allowing them to
keep then monopoly position amd
begin pricing flexibility,” Rover sad
While the PUCO wrestles with
probiems, such as whether you can
take vour number with you to a new
company, competitors are faced with a
dilemma. “If you wait until aft these
things are resolved, you're talking
about years down the road.” Royer
smd. “They'll be so entrenched ” In
other words, you could wind up with

L e A

StrOUp hopes that companies
such as Time Warner and MClI
‘WI" be able to break
‘Ameritech’s grip on the mar-
ket, forcing the monopoly to
lower rates, improve services
and offer choices.

httle ¢hoice bul 1o with
Amcritech

Ameritech has always had its crit-
ics. But only recently did the PUCO
itself publicly chastise the company
for its catlous attitude,

“Senior management i Cleveland
and Chicago are directed to make the
necessary attitudinal and structural
changes in the company’s relationship
with the Commission and sts staff so
a~ to ensure that this plan works
smoothly for all concerned.”
nUssSION wrole 1o a summary of the set-
tHement of the deregualation case.

As the PUCQO's telecommunica-
tions chiel, Kerry Stroup s charged
with keeping Amenitech v hine, at
least unul competitors get anto the

stay

the com-

market Mcanwhile, Ameritech can
take advantage of the lack of compin
tion - possibly compromising scrvi
and charging high rates to cu=ton.
with no alternatives

“With that comes the abilinv o
abuse the system,” Stroup sand Tin
comaussion stafl is checking phoi
rates to prevent Ameritech from oo
charging, Stroup said

But the PUCQO must be caietid 1o
stay on open terms with Ameritvch o
risk the compa-
ny blocking
accuss to timon
cial informoation
needed To
cnsure il
tomers don’t ot
soaked, Stroop
said. 1t {ive
infoermation
shuts
that's pot i nn
interest.”

Amentech
Smith respond
cd “We'd ike i
have a bLelia
more open el
tionship
the commussion
s a very stre

dnn 0,

with

ful environment.”

troup hopes that compaties ~uh

as Tuime Warner and MCl will be

able to break Amcritech's grip on
the market, forcing the monopoly o
lower rates, improve scrvices aml
offer choices.

“The legislature has spoken
We're in o position of trying to makue
Stroup said. "Until v can
Ametitech v

1\:\ppcn,"
crack the market,
position of power

“They’ve got a 100-vear start an
all the customers,” he sd

And a firm grasp on your heve Lo
the information highway. the weohne
lnb:cal trail leading into the 21st con

lury

I
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